











THE PUBLIC INTEREST 


N 1883 the New York Central Railroad proposed discontinuing its fast mail train 

from New York to Chicago. Clarence Dresser, a reporter for the Chicago 

TRIBUNE, called on William H. Vanderbilt in New York, who explained that the 
train didn’t pay. Dresser asked whether the public had been consulted in his de- 
cision. “Are you working for the public or for your stockholders?” Vanderbilt 
replied: “I am working for my stockholders - the public be damned!” 


The thirty or forty years which followed the Civil War were a period of tremen- 
dous industrial growth. Much of this growth came through the application of mass 
production techniques and the application on a large scale of inventions and power 
in industry. Some industrialists, however, saw the opportunity of building large 
monopolistic organizations with tremendous profit possibilities. This was ac- 
complished in many cases through mergers, voluntary and forced, through secret 
rebates and private agreements, with the result that competition had little chance 
against the giant corporations built in this fashion. Many of the heads of these 
large aggregations of capital became quite arrogant and the statement of Vanderbilt 
became the commonly accepted characterization of this period of industrial lead- 
ership. 


Every abuse eventually brings its own remedy, and the high-handed “public-be- 
damned” policy of the industrialists of the seventies and eighties resulted in the 
passage in 1890 of the Sherman Antitrust Act, making it illegal for any individuals 
or groups to suppress free competitive action. This was followed by other control 
measures until big business was forced to recognize the public interest and the 
head of every large corporation today, while recognizing, of course, his obliga- 
tion to his own stockholders, also recognizes-that the public has an ‘interest in 
his business which cannot be ignored without eventually building a reaction which 
will destroy the usefulness of the organization. Government has learned how to 
deal with arrogant industrialists and for the greater part industrialists have learned 
that they must cooperate for the public good. 


While I was still a student in high school, or, to put it more accurately, while 
I was still attending high school, a history teacher in discussing the rise and fall 
of the feudal barons during the Middle Ages made this statement which has stuck 
in my mind for more than forty years: “Privilege arises through service and per- 
ishes through abuse.” 


It seems to me that many labor unions, misled by leaders willing to use their 
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| unions for their own personal aggrandizement, have not learned the lessons which 
business has been forced to learn. During the past twenty years I have watched 
the growth of the organized labor movement in the United States, sometimes with 
enthusiasm and sometimes with irritation amounting almust to disgust. In 1933 I 
spent five months in Washington, sitting in on 168 hearings affecting reai estate 
and construction. In almost every hearing labor asked for shorter hours with 
higher pay, with no assurances whatever that the higher cost per hour would be 
met by increased efficiency; in fact, the opposite was true. Employers were en- 
couraged by labor and by the government to combine in illegal price-fixing agree- 
ments with the purpose of increasing prices by a sufficient amount to pay the in- 
creased labor cost without increased efficiency. The efficient, low-cost producer 
was constantly described during this period in American history as “a chiseler” - 
a man to be scorned by his brother manufacturers because he was able to manu- 
facture and sell at a price below the price that they found necessary. Prices were 
set, therefore, not by competition with the more efficient producers but by agree- 
ment on a monopoly basis. This was later ruled unconstitutional by the Supreme 


Court ‘ 





In looking back after the perspective of seventeen years, I fail to see any states- 
manship in the attitude of most of the labor leaders I encountered at that time. In 
few cases did I find a representative of organized labor who was willing to place 
long-term objectives above immediate expediency. 


I am not contending that all labor leaders are bad and that all industrialists are 
good, as this is clearly not the case. They are both human, and they both share 
the glory and the shame which is found in most human beings. Industrialists, how- 
ever, have been compelled by law to recognize the public interest, and not through 
choice but through necessity are now producing in a competitive market. 


Many intelligent labor leaders whom I know share with me the fear that recent 
monopolistic and arbitrary trends in the labor field may bring about a reaction so 
drastic that labor might lose many of the advantages it has gained. In many strike 
policies the attitude expressed or implied on the part of the strikers has echoed 
the exclamation of Vanderbilt of almost three-quarters of a century ago. I still 
believe firmly that “privilege arises through service and perishes through abuse. ” 
The failure of the unions to defeat Senator Taft is to me one expression of the pub- 
lic reaction against a group who assumed that they were beyond government con- 
trol. The talk of Democratic Senator Douglas to the CIO convention encouraged 
me greatly. I think it was one of the few times in history when a national labor 
convention has been addressed by a political office holder who was willing to state 


the truth as he saw it regarding policies which they have and which they should 
have followed. 





[am certain that if I stopped this bulletin at this point I would leave most of 
our subscribers in complete agreement with me, but it seems to me that we cannot 
condemn others without looking at ourselves through the same glasses. Certainly 
there has been much to condemn in the past in the real estate and mortgage field 
in the disregard of the public interest. For large mortgage houses in the late 
twenties to sell real estate mortgage bonds to the public at par when these bonds 
were already in concealed default was certainly a disregard of the public interest 
as well as of the common principles of honesty. That this was done repeatedly is a 
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matter of public record. The making of mortgage loans by all types of lenders 
on “accommodation appraisals,” appraisals made either dishonestly or incom- 
petently, was a practice all too frequently followed in the twenties with the result- 
ing losses to depositors, insurance policy holders and the public in the thirties. 


The safeguard of the public interest can take many forms. J. C. Nichols of 
_ Kansas City entered the real estate businegs when the laying out of a subdivision 
| generally consisted in developing a plan which would yield the greatest number of 
dollars per acre with the lowest expenditure on streets, walks and other improve- 
ments. Clyde Nichols lifted the subdivision business to a new plane and proved that 
land development with the public interest at heart can result in fine communities 
and in a profitable operation for the developer. The strong and courageous lead- 
ership which he originally furnished to the industry has resulted in a far more in- 
telligent approach to the development of urban land, an approach which today is 
being fostered by the Urban Land Institute, of which he was one of the founders. 


I have found criticisms of jerry-building from the days of Augustus Caesar 
down to the present. Poorly constructed, multi-storied tenement buildings in 
Rome occasionally collapsed, causing government investigations and public cen- 
sure of their builders. Printed books on building published during the last 150 
years have almost all commented on the shoddy building of their time. In the 
1880's and 1890’s there was a great deal of criticism of the very poor types of 


construction which were going forward in many of the larger cities of the United 
States. 


I do think that speculative building today on the average is of a higher quality 
than much that was done in the past, as we have learned many ways of economizing 
materials without weakening the structure of the house. Unfortunately, many cit- 

/ les have totally obsolete building codes and many unions have restrictive practices 
| which have hampered efficient building with the most economical yet practical ma- 
_ terials. This certainly is not in the public interest and every effort should be made 
in each community to modernize these codes and methods in spite of the strong 
opposition which certain vested interests will apply. I do think that a tremendous 
amount of the housing which has been built during the past ten years will prove 
inadequate over the long pull because of the very small number of square feet of 
space in a dwelling unit. Over the long period it seems to me that people are going 
| to require more room than we have been building during the period of extremely 
high prices. 





Many years ago while completing my graduate work in economics I devoted 
considerable time to a study of public utilities and their regulation. I felt then 
as | feel now that eventually many types of multiple-family buildings will be owned 
and operated under the same type of controls now used for public utilities. This 
will certainly be true if many of these large mass housing developments are owned 
by large financial institutions. They will take on many of the characteristics of 
natural monopolies and will carry many of the restrictions and controls which 
other monopolies carry. 


I question whether it is in the public interest to sell hapses in the present high- 
cost market to families not able to pay down a substantial equity. I have never 
felt that all families were so constituted that they should be home owners. The 
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ownership of a home can be a decided handicap to a family where the breadwinner 
is employed in an occupation where employment is not steady and where it may be 
advisable from time to time to move from one city to another. Many people do 
not want the responsibility of a home and will not be happy in a building which in- 
volves the care of a lawn and the maintenance of a house. I would certainly agree 
that a home owner on the average is a better citizen than the non-home-owner 
when it comes to community activities but, again, I am not entirely certain whether 
owning a home has made him a better citizen or whether being a2 better citizen 
has given him the assets and the desire to acquire real estate. 


There is a big field, of course, in the real estate brokerage business for the 
broker who can match up the properties on the market with logical users for these 
properties. There is little place in the brokerage field for the broker who en- 
deavors to convince a prospect owning a substantial equity in a home to trade this 
equity for a slim equity in a so-called income property. 


Many of the real estate deals made in the late twenties were trades of this 
type and these trades certainly were not in the public interest. In a great ma- 
jority of cases the person who previously had owned a substantial equity in a home 
which could easily have weathered the depression lost his entire savings. The 
real estate broker received a commission from both properties, but in many cases 
the salesman fell for his own salesmanship and in place of cash for his commission 
accepted second mortgages which later proved valueless. 


There is a large field for the sale of income property and there was a time 
when a person willing to take a business man’s risk could buy these properties 
with extremely slim equities with some assurance that these equities would even- 
tually become sizable. 


I believe that the next five to ten years will see a price level in the United States 
much higher than the one to which we have become accustomed, as it seems to me 
that the very heavy defense expenditures will not be met out of current income but 
will eventually be paid by the continued weakening of the dollar. I would not ad- 
vise, however, the purchase of income properties on a slim basis at the present 
time as there may yet be an unpredictable period of reaction some time in the not 
too distant future before the general price level climbs to its ultimate heights. 


The future of the mortgage and the lending businesses in the United States, I am 
confident, depends primarily on the real service to the public that these groups 
can render. If the public interest is held high among the various motives which 
actuate an individual or an institution, I have little fear for the future. If, how- 
ever, the field of housing and real estate is regarded only as a means of securing 
a return on an investment without regard to long-term objectives, the advantages 
which have been enjoyed by persons in these fields in the past will gradually shrink 
as the result of public disfavor and hostile government regulations. 
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